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At Chemical Financial Corporation “forward thinking”
means more than just keeping an eye on the future.

It represents our commitment to continually seek
enhancements, efficiencies, growth and “value added”
services. Each of these improvements allows us to
strengthen our relationship with customers and
shareholders.

“Forward thinking” means more than integrating the
newest technologies or embracing the latest innova-
tions. It requires us to continually reinforce our
community banking philosophy, which emphasizes

a commitment to local decision making, personalized
service and the enhancement of our communities.

Our “forward thinking” has played an integral role in
growing our Company both in asset size and share-
holder value for the past 29 years. As you review this
year’s annual report, we believe you will see evidence
of this characteristic as we continue to build for the
future.

FORWARD

I1NRINQ
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Shareholders’ equity increased $27.7 million, or 6.4% during 2003 to
458 million as of December 31, 2003. Tangible shareholders’ equity repre-
ted 10.5% of total assets as of year-end. Book value per share increased
.9% during 2003 to $19.25 per share as of December 31, 2003.

otal assets increased $140 million, or 3.9% during 2003, to $3.71 billion
s of December 31, 2003.

e in 2003 were $1.00, up 9.4% over 2002 cash

I

poration completed the acquisition of Caledonia
sorporation, a one-bank holding company headquar-
red in Caledonia, Michigan, with total assets of $211
million, total loans of $184 million and total
deposits of $171 million as of that date.

Chemical Financial Corporation

 isthe fourth largest bank holding
comparny headquartered in
Michigan. The Company’ four sub-
sidiary banks operate 133 branch
offices and two loan production
offices spread over 33 counties in
the lower peninsula of Michigan.




Years Ended December 31

2003 2002 2001 2000 1999
Operating Results (In thousands)
Net interest income $139,772 $145,692 $130,068 $114,908 $111,504
Provision for loan losses 2,834 3,765 2,004 1,587 963
Noninterest income 39,094 34,534 31,873 25,495 24,220
Operating expenses 91,923 93,526 94,597 78,294 74,546
Net operating income’ 55,716 54,945 49,800 40,801 40,459
Net income 55,716 54,945 42,723 40,801 40,459
Per Share Data’
Net income
Basic $ 235 $ 232 $§ 181 $ 173 $ 1.70
Diluted 2.35 2.31 1.80 1.72 1.69
Net operating income’
Basic 2.35 2.32 2.11 1.73 1.70
Diluted 2.35 2.31 2.10 1.72 1.69
Cash dividends declared and paid 1.00 91 .87 .80 72
Book value at end of period 19.25 18.17 16.48 15.17 13.91
Market value at end of period 36.39 30.59 28.67 21.09 26.70
Shares outstanding at end of period (In thousands)? 23,801 23,684 23,640 23,592 23,680
AtYear End (In thousands)
Assets $3,708,888 $3,568,649 $3,488,306 $3,047,388 $2,903,612
Loans 2,481,275 2,074,942 2,182,541 1,848,630 1,711,570
Deposits 2,967,236 2,847,272 2,789,524 2,443,155 2,354,656
Federal Home Loan Bank borrowings 155,373 157,393 167,893 116,806 111,025
Shareholders’ equity 458,049 430,339 389,456 357,910 329,398
Average Balances (In thousands)
Assets $3,578,678 $3,538,599 $3,213,561 $3,000,505 $2,868,323
Interest-earning assets 3,381,083 3,325,572 3,026,296 2,813,073 2,675,669
Loans 2,222,704 2,088,395 1,996,803 1,771,306 1,618,566
Deposits 2,868,180 2,825,975 2,582,480 2,431,954 2,355,876
Federal Home Loan Bank borrowings 151,183 162,332 132,103 107,215 84,993
Shareholders’ equity 439,178 406,762 369,829 340,181 329,244
Financial Ratios
Return on average assets — net income 1.56% 1.55% 1.33% 1.36% 1.41%
Return on average assets — net operating income’ 1.56 1.55 1.55 1.36 1.41
Return on average equity — net income 12.7 135 11.6 12.0 12.3
Return on average equity — net operating income’ 12.7 13.5 13.5 12.0 12.3
Net interest margin 4.18 4,44 4.38 4,18 4.27
Efficiency ratio’ 50.9 51.3 52.0 54.7 53.9
Average sharcholders’ equity to average assets 12.3 115 11.5 11.3 11.5
Cash dividends paid per share to diluted
net income per share 42.6 394 48.3 46.5 42.6
Tangible equity to assets 10.5 11.0 10.1 11.1 10.7
Total risk-based capital 16.6 18.6 17.4 211 22.0
Credit Quality Statistics
Allowance for loan losses to total loans 1.34% 1.48% 1.42% 1.45% 1.53%
Nonperforming loans as a percent of total loans 46 .35 60 A7 .30
Nonperforming assets as a percent of total assets 47 32 40 31 19
Net loans charged off as a percent of average loans 15 .20 .08 .05 .05

'Net operating income differs from net income by excluding merger and restructuring expenses of $7.1 million, or $.30 diluted earnings per share, on an after-tax basis incurred in 2001.

*Adjusted for stock dividends and stock splits.

“Total operating expenses, excluding merger and restructuring expenses of $9.2 million (pre-tax basis) incurred in 2001, divided by the sum of net interest income (fully taxable equivalent)

and noninterest income.
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Aloysius J. Oliver (back) and
David B. Ramaker (front)

® Forward Thinking 2003

Growth. Stability. Tradition. Alone, these words indicate a strength that
inspires confidence. Collectively, they represent a proven strategy for
success. Our commitment to community banking continues to serve as
the foundation for every decision, and made 2003 another eventful year.
Positioning the Corporation for future growth and opportunities, the
acquisition of Caledonia Financial Gorporation combined with a year of
technological enhancements highlight 2003. Growth also necessitated
the purchase of additional office space to accommodate our operations
in Midland. Growth and opportunity aside, we continue to maintain our
commitment to the community banking philosophy of personalized
customer service. Community banking is the foundation of our organi-
zation, which enables our growth and allows us, for the twenty-ninth
consecutive year, to announce increased operating earnings and cash

dividends.

Net income for 2003 was $55.72 million, an increase of 1.4% over net
income of $54.95 million reported for 2002. Net income per fully diluted
common share was $2.35, an increase of 1.7% over per share net
income of $2.31 reported for the previous year. The return on average
assets was 1.56% for the year, while the return on average equity was
12.7%. These returns were 1.55% and 13.5%, respectively, in 2002.
These results, along with all financial discussions, include the operating
results generated by the State Bank of Caledonia (“Caledonia”) since the
acquisition closed on December 1, 2003.

Each year, a number of factors drive the resulting net income. In 2003,
our performance was attributed to an increase in noninterest income
and lower operating expenses. These items were partially offset by

a decrease in net interest income.



The increase in noninterest income can be credited to a rise in service

charges on deposit accounts and gains on the sale of investment secu-

rities. Investment security gains were taken in an effort to take advan-
tage of the slope in the yield curve and assisted in adjusting our earning
asset mix. This change resulted in a larger portion of earning assets
being repositioned into our highest earning category, loans. By all
published accounts, the refinance of mortgages was at an all-time high
during 2003. However, rather than sell all new loan originations to the
secondary market, we opted to add a portion to our loan portfolio.
Mortgage banking revenue continued at a historically high, although
slightly decreased from the prior year level, due in part to the adjust-

ment of our earning asset mix.

As our shareholders have come to expect, we continued our tradition of
closely monitoring expenses. Our efficiency ratio continued to improve
to 50.9% in 2003 from 51.3% in 2002.

The decrease in net interest income is a direct result of a weak economy
and the resulting low interest rate environment. The low interest rate
environment resulted in our loans and investments repricing downward
by a greater margin and more frequently than our deposits, which were
already near historic lows. Our net interest income is similar to the
“gross profit” line in a typical financial statement. It represents the profit
margin attributable to our loans, investments and deposits and, there-
fore, is the result of our managing interest rate risk and margin. Net
interest income comprises over 75% of our net revenue and, subse-
quently, our ability to manage this risk plays a significant role in the
financial success of the Corporation.

Despite the weakness of the economic recovery, the credit quality of our
loan portfolio continues to be strong. Net loan charge-offs to average
loans improved to .15% in 2003 versus .20% in 2002. Nonperforming
assets and watch list credits, excluding Caledonia, have declined by

Continued on next page ...

Caledonia Financial
Highlights

With our recent purchase of Caledonia
Financial Corporation, we continue
our practice of stable growth through
carefully considered acquisitions.

Caledonia Financial's strong perfor-
mance was reflected in its returns

on assets and equity. At the time of
acquisition, Caledonia Financial
reported year-to-date returns of
1.74% on average assets and 17.41%
on average equity. lts tangible equity
to assets was 9.69%.

Caledonia Financial offered an excel-
lent acquisition-opportunity. for
Chemical Financial. i
Financial’s share price

was 15.2 times its last 1

earnings per share.

“We are pleased fo continue the
expansion of our operations in :
West Michigan with the purchase - -
of Caledonia Financial. Caledonia is

a strong-performing bank and an
excellent fit for our organization.”

Lori A. Gwizdala

Executive Vice President,

CFO and Treasurer

Chemical Financial Corporation
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over $9 million or 22%. Including Caledonia, these combined loan
quality indicators still decreased $1.9 million or 5%. The allowance for
loan losses as a percentage of total loans was 1.34%, compared to
1.48% a year ago. This decrease is attributable to an increase in total
loans by 19.6% in 2003. We are pleased with the overall improvement
in the credit quality of our loan portfolio.

A strong capital position continues to provide us with the opportunity
to acquire financial institutions, purchase branches or establish new
branches that either enhance existing markets or open new markets.
Accordingly, we believe proper management of our capital alone pro-
vides the single greatest opportunity for growth and increased return to

our shareholders.

In 2003, our capital position allowed us to execute an all cash purchase
of Caledonia Financial Corporation. We were pleased to be able to close
this transaction on December 1st, as it was immediately accretive to
earnings. We believe Caledonia is a strong performing bank and an
excellent strategic fit for our organization. Caledonia offers traditional
banking products through four branch locations in the greater Grand
Rapids and Kalamazoo marketplaces. Combined with previous acquisi-
tions in Western Michigan, this acquisition adds to the Corporation’s
base in this attractive growth market. For more information on this

transaction, please refer to the right margin on page 7.

During the second quarter of 2004, we expect to restructure Caledonia
into our current community banking structure. We expect offices located
in Galedonia, Middleville and Dutton will become part of Chemical Bank
West — Grand Rapids. These three locations will assist in strengthening
our branch system in the Grand Rapids marketplace. We anticipate the
final office, located in Kalamazoo, will join existing branches of Chemical

Bank Shoreline creating a new community bank at Chemical Bank



Shoreline. This development will help us fortify our ability to service
customers in the greater Kalamazoo area.

2003 was a significant year for the building of our technology infra-
structure. Expansion of our wide area network, mainframe computer
and new image capturing technology are just a few of the enhance-
ments installed by our Data Services division. These enhancements
enabled the operating system conversion of Chemical Bank Shoreline,
placing all of the Corporation’s banking subsidiaries on one platform.
The conversion was completed during the fourth quarter and marks the
single largest system conversion by the Company. From a shareholder
perspective, the conversion will now allow us to incorporate further effi-
ciencies in our daily operations.

Operating space has been an issue at the corporate office for some
time. The consolidation of backroom operations has moved numerous
functions and people to our headquarters. In 2003, we purchased the
Downtown Office Center, a 35,000 square foot building located in down-
town Midland. During the fourth quarter of 2003, Chemical Bank and
Trust Company’s Trust and Investment Management department moved
into the first floor of this space, allowing that department, for the first
time, to be located in one common area. While this facility is not
attached to our current building, it provides access to space that we
expect we will grow into over time.

Chemical Bank’s Trust and Investment Management area has experi-
enced significant growth over the past five years. With a multitude of
products and services, they are truly able to service the investment
needs of all customers. For more information on this department, refer
to the margin.

We have traditionally selected strong and innovative partners to assist

us in expanding our collection of quality products and services to

Continued on next page ...

Trust and Investment
Management Provides
Value-Added Asset
Management Services

For customers seeking the advantage
of professional asset management, the
Trust and Investment Services Group
offers a comprehensive range of asset
management services and retirement
options, as well as investment oppor-
tunities that range from no-load
mutual funds to team-based multiple
investment managers.

Asset management services are
conveniently available throughout
Michigan fromlocations in St. Joseph,
Grand Rapids, Bay

During 2003, assets under

ment grew at-an-unpreeed

and ended the year at an all-time higl
of $2.15 billion, with a 6% increase in:
revenues.

“We have a highly-trained professional- -
staff that provides experienced,
courteous and dependable service,
customized to meet the individual
requirements of our customers.”

Bruce Groom

Executive Vice President

Senior Trust Officer

Chemical Bank and Trust Company

CHEMICALB

Trust and Investment Mana, ;Services e

inking 2003 9
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to our shareholders (ontinued)

customers. For non-traditional investment and insurance products, we
attempt to select partners that believe in personalized and value added
service. During 2003, we changed our broker/dealer partnership at CFC
Investment Center to PrimeVest. This organization exclusively services
financial institutions, with over 600 financial institutions currently
comprising their client list. Their ability to provide improved customer
support to both clients and investment representatives makes them an

appropriate “fit” with our organization.

The Sarbanes-Oxley Act of 2002 (“Sarbanes™) continues to play a major
role in the development of new policies and procedures within the
Corporation. During 2003, several proVisions under Sarbanes were
either finalized or revised by the Securities and Exchange Commission
as they continue to strengthen reporting procedures for publicly traded
companies. The SEC revisions further define corporate responsibility,
increase public disclosure of information and improve the quality of
financial reporting. Additionally, these provisions strengthen the penal-

ties for violations of law and other unethical and illegal behavior.

While it is the responsibility of the Board of Directors to oversee the
enforcement of rules and regulations under Sarbanes, implementation
of these rules rests solely with executive management. It is our respon-
sibility to certify financial statements, provide management assessments
and reports on internal controls of financial reporting, and enforce a
code of ethics that governs the actions of senior financial officers.
Although many of these initiatives are extremely comprehensive, they
were easy to embrace as they are simply sound business practices.

During 2003, we created two new charters in the areas of corporate
governance and compensation and revised a third charter related to
audit activities. Our long-standing commitment to high ethical standards
enabled us to respond to the principles of Sarbanes with confidence,
knowing that we were reaffirming values and beliefs historically



embraced by the Corporation. To ensure the Corporation maintains the
appropriate level of ethical standards in its operations, a Corporate
Governance and Nominating Committeg comprised solely of independent
directors was established. This committee is charged with providing
assistance to the Board of Directors in fulfilling its responsibility to
shareholders by ensuring that we are operating under applicable rules

and regulations relating to the Company’s corporate governance.

In accordance with our Directors Retirement Policy, the following direc-
tors retired from service to the Corporation in April 2003: Ronald Zile of
Chemical Bank Shoreline; and from our Community Bank Boards in Bay
City and Grand Rapids, Donald L. Pietz, Donald L. Wiltse, Harry Mika,
Wallace Riley and Carl Rossi. The leadership provided by all of these
individuals has been greatly appreciated and will be missed.

We are extremely pleased with the achievements of 2003 and believe
that they will play a significant role in positioning the Corporation for
future growth. These accomplishments would not have been possible
without the dedication, hard work and support of our directors, officers
and employees. With a foundation firmly embedded in community
banking, we will continue to further our commitment to helping our
customers and communities prosper and grow. For you, our sharehold-
er, we believe that translates into shareholder value. This equation has
provided us with 29 years of growth and will be the key to maintaining
that prosperity in the years to come.

Sincerely,

David B. Ramaker
President and Chief Executive Officer

x ‘:‘VNCFC Investment Center

Offers Full Service
Investing

In 2003, we expanded and improved
our GFC Investment Center service
offerings to include a full suite of

~investment vehicles delivered with

the highest level of personal service
and professional expertise.

The CFC Investment Center gives

you access to world-class financial
products —mutual funds, annuities
and insurance — with the convenience
of local banking. |

vestment Executive can
right strategy to

Executive is NASD-
d highly qualified to

nvestment Center, we're
mmitted to listening to your needs,
providing solutions and delivering
excellence. Our goal is to provide you
with a comprehensive financial

- resource.”

James R. Milroy

Executive Vice President,

00 and Secretary

Chemical Financial Corporation

d Thinking 2003 11







In the financial services industry, stay-

ing up to speed on the latest banking

products and changes in technology
can mean the difference between suc-
cess and failure. Our customers expect

it and the market demands it.

At Chemical Financial Corporation, we

embrace innovation while keeping our Traditional teller banking with a personal touch is still
popular at Chemical Bank branch offices. But it'’s not a
feet firmly planted in our community 9 to 5 world anymore and people want their financial

) . ) institutions to provide additional service options.
banklng tradition. Because of thIS, We Chemical Bank customers can get greater convenience,

speed and access through Direct Deposit, ATM, Bank-

are able to make smart choices about by-Phone and Bank-by-Computer systemns.

our future, choices that benefit our cus-

tomers and employees, as well as

O3 b
¥ JOHN Saimy
123 MAIN STR,
ANTTOWR, u«i.'f‘.!m

increase shareholder value.

The ability to strike that delicate balance
between innovation and tradition is the
hallmark of a robust and resourceful s st

company. It's a proven strategy for suc-
While payment with cash and checks remains wide-

cess that Chemical Financial Corporation spread and strong, debit card use accounted for 31%
. of all purchase activity in 2003 and is expected to
has proudly achieved for 29 years ... grow steadily. Over 48,000 Chemical Bank customers

, enjoy the convenience of using a debit card.
and counting. 4 fuing

INCREASING SHAREHOLDER VALUE BY ...

Using a Proven Strategy for Success

Forward Thinking 2003 13




Stability




In a perfect world, every investment

would realize positive returns, every | | | ]
financial decision would be sound and
every opportunity risk-free. In other

words, it would be a world of guaran-

teed growth and stability.

It's certainly not a perfect world, but

Chemical Financial Corporation tries its

. _ Our new downtown office center located on Main Street
best to make it one for our Investors, n Midland The 35,000 square foot facility, acquired in
2003, will provide space to house our current staff as well
as accommodate future growth.

customers and employees. We have
increased net operating income every
year since 1974 while remaining
committed to the communi‘ties we

serve and the people who serve them.

Our goal is to continue delivering stable
growth to our investors by balancing
opportunity and risk. It’s not a flashy or

exciting investment strategy. But it is

one you can rely on to give you the
y a yontogwey One of the hallmarks of stable financial growth is the

resources you'll need to create your ability to deliver dependable returns. Chemical Financial
shareholders have enjoyed a consistent average dividend

own perfect world. yield over the past five years of about 3.2%.

INCREASING SHAREHOLDER VALUE BY ...

Balancing Opportunity and Risk
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Technology is a wonderful thing. It helps

us work faster and more efficiently.

It can increase productivity, improve
accuracy and reduce costs. It can also
become a digital barrier between a

business and its customers.

At Chemical Financial Corporation, wise

, . h
investments In technology have elped Chemical Bank’s ChemConnect II system allows our

us deliver DOSiﬂVG returns to our share- customers to bank on their own schedule. Anytime.
Anywhere. Customers can access their accounts and
holders year after year. But we also perform a wide variety of tasks over the phone or

via the Internet in a secure banking environment.

know that an equally important reason
for our success is a friendly face and a

warm handshake.

In the end, it’s a balance of technology
and personal service that forms the
basis of strong customer relationships.

That is truly where people become our

most important asset. Because a happy

Chemical Bank employee Lee Mann assists Midland's

customer is a loyal customer. And a Independence Village senior resident Lila Weaver with
_ , her banking transactions. Mobile branches such as this
onal customer, like a |0ya‘ fl’leﬂd, has one are just part of our commitment to personal service

in our hometown communities.

value beyond measure.

INCREASING SHAREHOLDER VALUE BY ...

Improving Customer Relationships
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In today’s business climate, you might
think trust, integrity and honesty have
gone the way of rotary phones and
manual typewriters. There are those
who believe values and ethics just get in
the way of success ... and they couldn’t

be more wrong.

Anyone who tells you strong financial
From left to right: Thamas W. Kohn, President and CEQ, Chemical Bank

performance and solid values don’t mix West, John A. Reisner, President a.nd CEOQ, Chemical Bapk and Trust ‘
Company, James E. Tomczyk, President and CEQ, Chemical Bank Shoreling

hasn’t taken a close look at Chemical

Chemical Financial operates under a regional

Financial Corporaﬁon We've always management structuve that encourages local, hands~on

administration. We nurture a corporate culture that is

played by the rules because. for us. it is dedicated to the success of our shareholders, customers and

hometown communities while maintaining the highest

the only acceptable way to win. It's a standards of conduct and corporate governance.
game plan that has led to 29 straight

years of profitability for our shareholders.

We know performance and values are
inseparable because there are no short-

cuts to success. Hard work and sound

decision-making are the only way to

Our steadfast commitment to hard work, ethical behavior and

earn your trust: one investor at a time, sound decision-making is not simply a value statement. It is a
way of doing business that has produced positive results for
one customer at time, one day at time. Chemical Financial shareholders.

INCREASING SHAREHOLDER VALUE BY ...

Earning Your Trust
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CONDENSED CONSOLIDATED STATEMENTS OF INCOME

Years Ended December 31
2003 2002 2001

(In thousands, except per sharve data)

Interest income $185,037 $211,044 $219,250
Interest expense 45,265 65,352 89,182
Net Interest Income 139,772 145,692 130,068
Provision for loan losses 2,834 3,765 2,004
Net interest income after provision for loan losses 136,938 141,927 128,064
Noninterest Income
Service charges on deposit accounts 16,935 14,002 10,838
Trust services revenue 6,794 6,405 6,544
Other charges and fees for customer services 6,605 7,131 7,157
Mortgage banking revenue 6,954 7,513 6,370
Other 1,806 (517) 964
Total noninterest income 39,094 34,534 31,873
Operating Expenses '
Salaries, wages and employee benefits 54,480 54,168 48,258
Occupancy 7,921 7,590 6,398
Equipment 8,045 8,391 7,722
Merger and restructuring charge - - 9,167
Other 21,477 23,377 22,552
Total operating expenses 91,923 93,526 94,597
Income before income taxes 84,109 82,935 65,340
Federal income taxes 28,393 27,990 22,617
Net Income $ 55,716 $ 54,945 $ 42,723
Net Income per Share
Basic $2.35 $2.32 $1.81
Dituted 2.35 2.31 1.80
Cash Dividends per Share 1.00 N .87

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

December 31
2003 2002
(In thousands)
Shareholders’ Equity at Beginning of Year $430,339 $389,456
Comprehensive income:
Net income 55,716 54,945
Net change in unrealized gains on investment securities available for sale, net of tax (8,057) 7,291
Cash dividends paid (23,691) (21,648)
Shares issued — stock option plan 5,071 512
Shares issued — director stock purchase plan 182 191
Repurchase of shares (1,511) (408)
Shareholders’ Equity at End of Year $458,049 $430,339

20 Forward Thinking 2003



CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

December 31
2003 2002
(In thousands)

Assets
Cash and due from banks $ 131,184 $ 148,112
Federal funds sold 25,900 69,900
Interest-bearing deposits with unaffiliated banks 5,107 53,135
Investment securities:

Available for sale 728,499 858,744

Held to maturity 193,363 269,238

Total investment securities 921,862 1,127,982
Loans:

Commercial 405,929 327,438

Real estate construction 138,280 108,589

Real estate commercial 628,815 481,084

Real estate residential 767,199 648,042

Consumer 541,052 509,789

Total loans 2,481,275 2,074,942

Less: Allowance for loan losses 33,179 30,672

Net loans 2,448,096 2,044,270
Premises and equipment 49,616 42,767
Intangible assets 76,846 40,489
Accrued income and other assets 50,277 41,994
Total Assets $3,708,888 $3,568,649
Liabilities and Shareholders’ Equity
Deposits:

Noninterest-bearing $ 532,752 $ 475933

Interest-bearing 2,434,484 2,371,339

Total deposits 2,967,236 2,847,272
Interest payable and other Liabilities 36,706 29,433
Federal Home Loan Bank borrowings 155,373 157,393
Other borrowings — short term 91,524 104,212

Total liabilities 3,250,839 3,138,310
Shareholders’ equity 458,049 430,339
Total Liabilities and Shareholders’ Equity $3,708,888 $3,568,649

Forward Thinking 2003 21
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SEC FILING CERTIFICATION

The Sarbanes-Oxley Act of 2002 was designed to remedy deficiencies in corporate governance and accounting prac-
tices that became apparent in the wake of accounting scandals at a number of large public companies. The Act has
resulted in broad corporate and accounting reform for public companies and their accounting firms.

Several provisions of the Act require that the Chief Executive Officer and the Chief Financial Officer of a public company
certify that, among other things, each financial report filed with the Securities and Exchange Commission complies with
the requirements of the securities laws, the information in each report is accurate and contains no material omissions,
the financial information in each report fairly presents, in all material respects, the financial condition, results of opera-
tions and cash flows of the company, and the certifying officers have implemented disclosure controls and procedures
designed to provide reasonable assurance regarding the reliability of financial reporting. We have provided all of the cer-
tifications when and as required by the Act for each financial report that Chemical filed with the Securities and Exchange
Commission after the Act became effective.

We believe strong corporate governance and accounting practices are critical to Chemical’s success and continued

growth.
David B. Ramaker Lori A. Gwizdala
President and Chief Executive Officer Executive Vice President, Chief Financial Officer and Treasurer

REPORT OF ERNST & YOUNG LLP (Independent auditors)

We have audited, in accordance with auditing standards generally accepted in the United States, the consolidated state-
ments of financial position of Chemical Financial Corporation and subsidiaries as of December 31, 2003, and 2002,
and the related consolidated statements of income, changes in shareholders’ equity, and cash flows for each of the
three years in the period ended December 31, 2003 (not presented separately herein), and in our report dated January
30, 2004, we expressed an unqualified opinion on those consolidated financial statements. In our opinion, the informa-
tion set forth in the accompanying condensed consolidated financial statements is fairly stated in all material respects
in relation to the consolidated financial statements from which it has been derived.

MLL P
Detroit, Michigan

January 30, 2004
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During 2003, the Corporation achieved record profitability of $55.7 mil-
lion, or $2.35 per share, and grew total assets to $3.7 billion, despite
historically low interest rates and overall economic weakness. Loan refi-
nancing remained strong during 2003 due to the low interest rate
environment. The Corporation was successful in keeping its nonper-
forming loans and net loan charge-offs well below its peer group of
banks with assets between $3 and $5 billion. A summary discussion of
the Corporation’s financial results during 2003 is presented below.

NET INCOME

Net income for 2003 was $55.7 million, up 1.4% over 2002 net income
of $54.9 million. Diluted earnings per share for the same periods were
$2.35 and $2.31, respectively. Net income was up year over year due to
an increase in noninterest income, a lower provision for loan losses and
lower operating expenses. These amounts were partially offset by a
decrease in net interest income. Each of these categories is explained
in further detail below.

NET INTEREST INCOME

Net interest income is the difference between interest income on
interest-earning assets and interest expense on deposits and other bor-
rowings used to fund those assets. Net interest income is the primary
source of revenue and, therefore, the single most important component
in analyzing the results of the Corporation’s operations. Net interest
income comprised 78.1% of net revenues in 2003 compared to 80.8%
in 2002.

For 2003, net interest income was $139.8 million, a decrease of $5.9

million, or 4.1%, from 2002 net interest income of $145.7 million.
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The decrease from the prior year was primarily due to a lower net inter-

est margin. The lower net interest margin in 2003 was a result of the
Corporation’s yield on its loan and investment portfolios decreasing
more than the cost of its deposits, particularly time deposits and
borrowings.

Net interest margin for 2003 was 4.18% compared to 4.44% in 2002.
While the Federal Reserve Board’s Open Market Committee lowered the
Discount and Federal Funds rates only once in 2003, the weakness of
the overall economy lowered market interest rates to their lowest levels
in forty years. The continuation of the historically low overall interest
rate environment caused average interest-earning assets to reprice
downward by 89 basis points during the year as these assets were refi-
nanced or matured. However, interest rates on deposits, which were
already historically low at the beginning of the year, did not reprice

downward by as much as the interest-earning assets.

The impact on net interest income from the lower net interest margin
during 2003 was partially offset by the growth in average balances and
changes in the mix of interest-earning assets. Total interest-earning
assets increased $56 million in 2003 compared to 2002. The favorable
impact from the change in mix was due to average loans in 2003
increasing by $134 million, while lower yielding federal funds sold and
interest-bearing deposits with unaffiliated banks decreased by $52 mil-

lion and $33 million, respectively.

PROVISION FOR LOAN LOSSES

The provision for loan losses was $2.83 million in 2003 and $3.77 mil-
lion in 2002. The Corporation experienced net loan charge-offs of $3.35
million in 2003 and $4.09 million in 2002. The decrease in the provision



for loan losses in 2003 compared to 2002 was partially attributable to
the decrease in net loan charge-offs. Total net loan charge-offs as a
percentage of total loans also decreased in 2003 to .15% from .20%
in 2002.

NONINTEREST INCOME

Noninterest income during 2003 was $39.1 million, an increase of $4.6
million, or 13.2%, over the prior year. The Corporation realized signifi-
cant increases in two categories of noninterest income: service charges

on deposit accounts and investment securities gains.

Service charges on deposit accounts were up $2.9 million, or 20.9%, to

$16.9 million. The increase was primarily attributable to higher levels of

customer activity in areas where fees and service charges are applicable.

Investment securities gains increased by $2.1 million in 2003, primarily
due to sales of $123 million in investment securities. The Corporation
sold a portion of the investment securities in an effort to reposition the
investment securities portfolio and to partially fund loan growth. The
majority of the Corporation’s loan growth in 2003 was funded through
maturities of investment securities. In 2002, investment securities
losses were incurred primarily due to $.83 million in losses on equity
securities. As part of this amount, the Corporation recorded a $.47
million write-down to market value of certain equity securities, as the
Corporation projected that the decline in the market value of these
securities was “other than temporary.”

Mortgage banking revenue remained strong at $6.95 million in 2003.
During 2003, residential mortgage loan interest rates reached lows not
seen in decades resulting in strong loan refinancing activity. This refi-
nancing activity slowed considerably in late 2003 as market interest
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LOAN COMPOSITION
(December 31, 2003)

@ Real Estate Residential Loans 30.9%
@ Real Estate Commercial Loans 25.3%
C>> Real Estate Consiruction Loans 5.6%
@ Consumer Loans 21.8%

@ Commercial Loans 16.4%

rates began to rise. The Corporation generally sells the majority of its

long-term fixed interest rate residential real estate loan originations in
the secondary market as a part of its interest rate risk management
strategy. However, during 2003, the Corporation added approximately
$150 million of residential loan originations with maturities of fifteen
years to its loan portfolio. This decision was part of the strategy
undertaken to maintain its residential loan portfolio and to preserve net
interest income. Consequently, mortgage banking revenue declined
slightly in 2003 as compared to 2002. Mortgage banking revenue was
$.6 million, or 7.4% lower in 2003 than in 2002. During 2003, the
Corporation sold $409 million of residential real estate loans in the
secondary market, compared to $501 million in 2002. Mortgage bank-
ing revenue is expected to be lower in 2004 than in 2003, as mortgage
interest rates are not projected to be lower in 2004 than in 2003.

OPERATING EXPENSES

Operating expenses in 2003 decreased $1.6 million, or 1.7%, compared
to 2002. The decrease in operating expenses was attributable to lower

Michigan single business taxes, lower professional fees and lower mis-
cellaneous expenses. These decreases were partially offset by increases

in personnel costs and occupancy expenses.

Personnel costs remained the single largest component of operating
expenses in 2003 and 2002, Personnel costs, including employee
benefits, were up $.3 million, or .6%. Normal wage increases and
higher pension plan expenses were mostly offset by lower health
insurance costs. During 2003, the Corporation received $.6 million
of rebates from its health insurance carriers relating to premium
adjustments.



The Corporation’s 2003 efficiency ratio, which measures total operating
expenses divided by the sum of net interest income (fully taxable equiv-
alent) and noninterest income was 50.9%, compared to 51.3% in 2002.

The improvement was primarily due to lower operating expenses.

FINANCIAL POSITION

Total assets at December 31, 2003 were $3.71 billion, an increase of
$140 million, or 3.9%, from year-end 2002.

Total loans increased $406 million, or 19.6%, to $2.48 billion at
December 31, 2003. The increase in loans was primarily due to growth
in residential and commercial real estate loans. During 2003, residential
real estate loans increased $119 million, or 18.4%, resulting from the
Corporation shifting its strategy from selling all loans with maturities of
fifteen years in the secondary market to adding the majority of these
loan originations to its portfolio. Real estate commercial loans increased
$148 million, or 30.7%, due partially to increased emphasis on growing
these loans in its banking market areas. The compaosition or loan mix
changed in 2003 most notably in commercial real estate and consumer
loans. Commercial real estate as a percent of total loans increased from
23.2% at December 31, 2002 to 25.3% at December 31, 2003.
Consumer loans as a percent of total loans decreased from 24.6% at
December 31, 2002 to 21.8% at December 31, 2003.

Total deposits were $2.97 billion at December 31, 2003, an increase of
$120 million, or 4.2%, from December 31, 2002.

The growth in total assets, loans and deposits was largely attributable
to the acquisition of Caledonia, which added $211 million to total
assets, $184 million to total loans and $171 million to total deposits.

BOOK VALUE PER SHARE
(December 31 — in dollars)




CREDIT QUALITY

The management of credit risk is a fundamental component of the
Corporation’s business. The Corporation maintains a conservative loan
policy and strict credit underwriting standards, as well as strong admin-
istrative, reporting and loan review controls. These fundamentals are
strengthened by the Corporation’s practice to generally make loans only
in those markets served by its subsidiary community banks. While non-
performing loans increased during 2003, our lending practices have
resulted in the Corporation continuing to maintain strong credit quality.
Net loan charge-offs to average loans were .15% in 2003, compared to
.20% in 2002. The decrease in net loan charge-offs was primarily in the
consumer loan category. Nonperforming loans were $11.3 million, or
46% of total loans, at December 31, 2003, compared to $7.3 million,
or .35% of total loans, at December 31, 2002. The acquisition of
Caledonia Financial Corporation added approximately $1.9 million in
nonperforming loans. The majority of the increase in the Corporation’s
nonperforming loan ratio was due to a larger number and dollar amount
of commercial loans being past due at year-end. Impaired loans were
$5.5 million at December 31, 2003 compared to $2.3 million at
December 31, 2002. At December 31, 2003, the allowance for loan loss-
es as a percent of loans was 1.34%, compared with 1.48% a year ago.

CAPITAL

Capital provides the foundation for future growth and expansion.
Shareholders’ equity was $458 million as of December 31, 2003, up
$27.7 million, or 6.4%, from December 31, 2002. The majority of the
increase was due to retained net income. During 2003, the Corporation
repurchased 52,000 shares of its common stock at an average price per



share of $29.06. At December 31, 2003, the Corporation’s stock repur-
chase program had 361,779 remaining authorized shares. Tangible
shareholders’ equity represented 10.5% of total assets at December 31,
2003, and the Corporation’s total risk-based capital ratio was 16.6% as
of that date. The Corporation’s book value per share increased 5.9% to
$19.25 at December 31, 2003 from $18.17 at December 31, 2002.

SHAREHOLDER DIVIDENDS

The Corporation declared and paid cash dividends of $1.00 per share in
2003, a 9.4% increase over 2002 cash dividends paid. Over the past
five years, cash dividends per share have increased at an average
annual compound rate of 8.3% and the year 2003 marked the twenty-
ninth consecutive year of increased cash dividends to shareholders.

CASH DIVIDENDS PER SHARE
(tn dollars)
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THE COMPANY

Chemical Financial Corporation is a registered financial holding
company headquartered in Midland, Michigan, that operated four
bank affiliates with 133 banking offices and two loan production
offices in 33 counties focated generally across the mid and lower
sections of Michigan’s lower peninsula as of December 31, 2003.
The Corporation’s principal operations are conducted by its four
bank subsidiaries. The Corporation’s subsidiary banks are state
banks and offer the full range of services normally associated with
commercial banking. The Corporation’s lead bank is Chemical Bank
and Trust Company, headquartered in Midland, Michigan. Trust
services are provided by the lead bank directly to customers of the
Corporation’s other subsidiary banks through service agreements
with each bank.

The Corporation also operates a property and casualty insurance
agency and a title insurance agency through separate subsidiaries.

The Corporation serves as controlling shareholder and maintains
systems of financial, operational and administrative controls that
permit centralized evaluation of subsidiary operations. The
Corporation also provides assistance to its subsidiaries in selected
functional areas including accounting, operations, marketing,
investments, central purchasing, financial planning, internal audit-
ing, loan guality control, training, compliance with regulatory
requirements and personnel.

COMMON STOCK

Chemical Financial Corporation common stock trades on The
Nasdag Stock Market® under the symhol CHFC. At December 31,
2003, there were 23,800,684 shares outstanding and approximately
9,800 shareholders.

SIGNIFICANT MARKET MAKERS (By votume)

AG. Edwards & Sons, Inc. Morgan Stanley & Co., Inc.
Alternate Display Facility National Stock Exchange
Archipelago Exchange Schwab Capital Markets
Goldman, Sachs & Ca. Stifel, Nicolaus & Gompany, Inc.
Knight Equity Markets, L.P.
Merrill Lynch, Pierce,

Fenner & Smith, Inc.

Analysts, investors, shareholders and others seeking financial or
general information about the Corporation are invited to contact
David B. Ramaker, President and Chief Executive Officer, or Lori A.
Gwizdala, Executive Vice President, Chief Financial Officer and
Treasurer. Telephone (989) 839-5350.

SHAREHOLDER ASSISTANCE

Inquiries related to shareholder records, change of name, address
or ownership of stock, and lost or stolen certificates can be direct-
ed to either of the following transfer agents and registrars:

Computershare Investor Services, LLC
2 N. LaSalle Street, P.0. Box A3504
Chicago, lllinois 60602-3504
Telephone: 1-800-942-5909

Chemical Bank and Trust Company
Attention: Co-Transfer Agent

333 East Main Street

Midiand, Michigan 48640
Telephone: (989) 839-5236

CHEMICAL INVEST DIRECT

Dividend Reinvestment Program

The Corporation offers a dividend reinvestment program through
Computershare Investor Services, LLC, whereby shareholders may
reinvest all or some of their Chemical Financial Corporation divi-
dends in additional shares of the Corporation’s stock. Information
concerning this optional program is available from either of the
transfer agents shown above or the Corporate Office of Chemical
Financial Corporation, P.0. Box 569, Midland, Michigan 48640-
0569. Telephone (989) 839-5350 or via the Corporation website at
www.chemicalbankmi.com, “Investor Information.”

DIVIDEND DIRECT DEPOSIT

Shareholders of the Corporation may have their dividends deposited
into their savings or checking account at any bank that is a mem-
ber of the National Automated Clearing House system. Information
describing this service and an authorization form can be requested
from either of the transfer agents shown above or the Corporate
Office of Chemical Financial Corporation, P.0. Box 569, Midland,
Michigan 48640-0569. Telephone (989) 839-5350.

ANNUAL MEETING

The annual meeting of shareholders will be held at the Midland
Center for the Arts, 1801 W. St. Andrews Drive, Midland, Michigan,
on Monday, Aprit 19, 2004, at 2:00 PM.

CORPORATE INFORMATION

Chemical Financial Corporation

333 East Main Street, P.O. Box 569

Midland, Michigan 48640-0569

Telephone: (989) 839-5350, Fax: (989) 839-5255
Internet: www.chemicalbankmi.com

EQUAL OPPORTUNITY EMPLOYER

Chemical Financial Corporation and its subsidiaries are equal
opportunity employers.

FORM 10-K

A copy of the Corporation’s Annua! Report on Form 10-K, including
the financial statements and financia! statement schedules, as filed
with the Securities and Exchange Commission, may be obtained
without charge upon written request to Lori A. Gwizdala, Chief
Financial Officer of the Corporation, at P.0. Box 569, Midland,
Michigan 48640-0569 or via the Corporation website at
www.chemicalhankmi.com, “Investor Information.”
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